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MANILA FOR U.S. ADB 

E.O. 11652: N/A 
TAGS: EAID, FIN 

SUBJECT: INCREASE IN ADB LENDING RATE 

REF: STATE 188415 

1 . SUMMARY: MOF OFFICIAL SAID GOJ PREFERS "SOUND BANKING 
POLICIES" FOR ADB AND THUS SHARES MANY U.S. VIEWS. MOF 

CAN ACCEPT ADB MANAGEMENT PROPOSALS FOR AUG 5 BOARD MEETING. 
ON OTHER HAND. IF MAJORITY VIEW IS TO MODIFY THEM, I.E. 

WATER THEM DOWN, IN USG EYES, GOJ WOULD PREFER TO 
GO ALONG WITH MAJORITY RATHER THAN RAISE THE SPECTER OF 
GOJ "CONFRONTATION." END SUMMARY. 

2. FINATT DISCUSSED U.S. POSITIONS ON SUBJECT AND SOUGHT GOJ VIEWS 
FROM KAYA, DIR. OVERSEAS INVESTMENT DIV, INTL FIN BUR, MOR. 

KAYA RECEPTIVE TO MANY OF THE U.S. VIEWS PRESENTED IN REFTEL 
BUT SAID JAPAN PREFERS MUCH MORE FLEXIBILE APPROACH IN 
IMPLEMENTING SOUND BANKING POLICIES. 
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3. LENDING RATE: MANAGEMENT PROPOSAL OF 9.15 PERCENT 
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PERFECTLY ACCEPTABLE TO GOJ. KAYA NOTED THIS WOULD BE LARGEST SINGLE 

INCREASE EVER FOR ADB. OVER LONGER RUN, JAPAN WOULD PREFER 

TO RAISE SPREAD BETWEEN LENDING AND BORROWING RATE AT TIME 

WHEN RATES ARE BELOW "AVERAGE." AT PRESENT TIME, WITH 

LENDING RATE ABOVE "AVERAGE," GOJ PERFECTLY WILLING TO 

SEE SPREAD TEMPORARILY REDUCED. FOR THIS REASON GOJ WOULD 

NOT STRONGLY OBJECT TO RAISING LENDING RATE TO ONLY 9.1 

PERCENT IF THAT IS THE MAJORITY VIEW. IT WAS APPARENT FROM 

KAYA'S COMMENTS THAT JAPANESE DIRECTOR TO ADB WOULD DO LITTLE 

IF ANY LOBBYING ON THIS OR OTHER ISSUES TO BE DISCUSSED 

BY BOARD. 

4. PREMIUM RATE: KAYA SEES NO REASON TO LOWER RATE EVEN 

TO .60 PERCENT BUT SAYS GOJ IN NO POSITION TO TRY TO BLOCK COMPLETE 
A VOLITION OF PREMIUM RATE IF THAT IS THE CONSENSUS. 

5. COMMITMENT SARGE: KAYA AGREES WITH U.S. THAT CHARGE 
SHOULD BE RAISED BACK TO .75 PERCENT LEVEL WHICH HAD PRE- 
VAILED PRIOR TO 1973. KAYA COMMENTED, HOWEVER, THAT 
EVEN RAISING CHARGE TO .45 PERCENT WOULD HAVE RELATIVELY 
SMALL IMPACT ON RECEIPTS SO THAT GOJ DID NOT SEE IT WORTH 
GETTING INTO A CONFRONTATION. 

6. LENDING RATE REVIEW: KAYA SEES NEED TO HARMONIZE 
ADB WITH IBRD BUT BELIEVES THERE SHOULD BE MUCH MORE 
FLEXIBILITY AND LESS AUTOMATICITY. PROPOSAL TO REVIEW 
ADB LENDING RATE IF IBRD MOVES 10 BASIS POINTS PERFECTLY 
ACCEPTABLE, AND CONSIDERS U.S. PROPOSAL OF ONLY 5 BASIS 
POINTS WOULD REQUIRE MUCH TOO FREQUENT A REVIEW BY 
ADB BOARD. 

7. HISTORICAL 25-BASIS POINT SPREAD OVER IBRD LENDING 
RATE: KAYA REJECTED IMPORTANCE U.S. PLACES ON 
25-BASIS POINT SPREAD ON GROUNDS THAT IT HAD LITTLE 
ANALYTICAL MEANING. HE CONCEDED IBRD FIXED 50 BASIS 

POINT SPREAD BETWEEN BORROWING AND LENDING RATE TO COVER 
COSTS OF ADMINISTRATION AND LIQUIDITY. ADB REQUIRES ADE- 
QUATE SPREAD BUT SINCE IT IS MUCH SMALLER THAN IBRD IT 
SHOULD BE ABLE TO RELY ON FREE INTEREST EARNED ON PAID-IN 
CAPITAL. FINATT COMMENTED THAT THIS WOULD BE CONTRARY TO 
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"SOUND BANKING POLICIES" AND MADE IT MORE DIFFICULT FOR 
USG TO SUPPORT INCREASE IN ORDINARY CAPITAL FOR ADB. 

8. EMBASSY COMMENT: AS IS OFTEN THE CASE, GOJ AND USG 
AGREE ON OBJECTIVES, BUT GOJ UNWILLING TO STAND UP FOR 
PRINCIPLES WHEN IT COMES TO THE INTERNATIONAL DECISION 
MAKING PROCESS. 

SHOESMITH 
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